The paper examines the determinants of Foreign Direct Investment (FDI) in Nigeria during 1970 2006. cointegration techniques reveal that the major determinants of FDI are market size, real exchange rate and political factor thereby validating theoretical expectations. Furthermore, simulations using impulse response and variance decomposition analysis suggest that uncontrolled trade liberalization must be avoided.
INTRODUCTION
One striking feature of the world economy in recent decades has been the growth of Foreign Direct Investment (FDI) and the market for it has become more competitive. Developing countries are becoming increasingly attractive as investment destinations, in part because they can offer investors a range of created assets (World Bank, 2003) .
Given the potential role that FDI can play in accelerating growth and economic transformation, developing countries are strongly interested in attracting it. They are taking steps to improve their scores on the principal factors influencing the location choices of direct investors. Following World Bank report (2003) , many researchers related FDI to domestic demand through what has been called the size of market hypothesis. The argument is that FDI will take place as soon as the market is large enough to permit the capturing of economics of scale. To some, a country s openness, particularly the rules concerning the repatriation of capital and incomes, play important roles in the determination of FDI (See for instance, Lim, 2001 and Digiovanni, 2005) . There are a number of works that are explicitly devoted to the analysis of FDI in Nigeria such studies include; Edozien, 1968; Langley, 1968; Oladipo 1987; Louis, 1998 , and Anyawu, 1998 among others. Edozien (1968 Olakamiko, 1962; Olopoenia, 1983; Osaghaw and Ameichieman, 1987 , for similar views on the impact of FDI on Nigeria s economy).
Investigating the determinants of FDI in Nigeria, Louis (1998) using error correction specification, opined that both political and economic factors constitute the major determinants of FDI in Nigeria. In a contrary opinion, Anyawu (1998) using cointegration technique, found political factors to be insignificant in the determination of FDI in Nigeria and that economic factors are the key determinants.
Anyawu s (1998) presents the results and analysis while section 5 concludes.
THEORETICAL FRAMEWORK
A review of the literature on the desirability or otherwise of FDI reveals that there are a number of contesting schools which can be classified into two major schools of thought namely, P foreign investment and anti-foreign investment schools (see the table below). However, the anti-foreign investment school consists of the nationalist approach who argues that FDI damages host countries (economies) through the suppression of domestic entrepreneurship, importation of unsuitable technology etc. this approach has advocates in Streton (1973) and Streton and Lall (1973) . Also, the dependence approach which has advocates in Hymer (1972) 3.
RESEARCH METHODOLOGY
In this section, the methodology of this study is spelt out, and this shall contain model specifications, and data source and measurement.
MODEL SPECIFICATION
As noted in the literature, the model employed in this paper takes a lead from the models of similar studies such as; Anyawu (1998), Luois (1998) and Joumotte (2004) .
The model is thus specified as follows. In order to introduce short run dynamism into our model, equation 2 was modified to its vector error correction (VEC) from, and thus written as;
Where; Dt = Deterministic components including intercept Zt = Vector of all variables (FDI and its determinants)
All variables as defined earlier with deterministic component treated as exogenous.
SOURCES OF DATA AND MEASUREMENT

Time series data obtained from Central Bank of Nigeria statistical bulleting (various years) International financial statistics (IFS 2001) and
World Bank reports (2003) were used.
All variables are expressed in logarithm form. The estimations were carried out using Econometric views (Eviws) 3.1.
RESULTS
In an attempt to give a comprehensive analysis of the role and determinants of Foreign Direct Investment in Nigeria, series of empirical investigations were carried out. These are discussed and analysed in this section.
BASIC STATISTICS AND TRENDS ON NIGERIA S FDI
The (N Million)
ANALYSIS OF DETERMINANTS OF NIGERIA S FDI
As a preliminary step to testing for cointegration in equation (2) In a step by step regression analysis, we observed further that, the variable openness of the economy was the one that is turning our political factor variable negative and significant prompting us to support earlier authors (Anyawu,1998; and Louis,1998) Foreign Direct Investment to a unit shock in each of the explanatory variables. Though, the multiplier is low ranges from 0.02 to 0.12.
CONCLUSION
In this paper, we investigate the relevance of the theoretical determinant of FDI to Nigeria our main focus is on the effect of political factor which was found statistically significant. In order to shed light on the underlying short-run dynamics of Nigeria s FDI flow, we employed error correction mechanism, where various pre-whitening tests were carried out.
On the strength of our findings, a number of policy can be deduced, if these results stand out in further investigation, it implies that Nigeria must aim for higher and a wider market size as it enhance or encourages more FDI inflow. 
